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Taking 
COILED TUBING 
to the next level 


TECHNICOIL Is THE NEW GENERATION OF ADVANCED COILED TUBING 
ECHNOLOGY. TECHNICOIL’S UNIQUE, PATENTED COIL TUBING FRACTURING RIGS 
GET THE JOB DONE QUICKLY, ECONOMICALLY AND REQUIRE MINIMAL STAFF TO 
OPERATE. TECHNICOIL’S GOLEED  DUBING DRIELING RIGS HAVE THE GREATEST 
DEPTH CAPACITY IN THE INDUSTRY. OUR CUSTOMERS APPRECIATE THE UNIQUE 
DESIGN FEATURES. OF OUR DRILLING RIGS SUCH AS JOINTED PIPE CAPABILITY, 
‘MINIMAL WHEEL MOUNTED SELF LEVELLING LOADS, AUTOMATED PIPE RACKS AND 
‘ AN INTEGRATED TOP DRIVE. WE ARE ON THE RIGHT TRACK TO OUTPERFORM OUR 
COMPETITION. WE HAVE MUCH TO OFFER AND ARE COMMITTED TO PREMIUM 
- SERVICE FOR OUR CUSTOMERS. TECHNICOIL CORPORATION (FORMERLY CANCOIL 


mee INTEGRATED SERVUCES) pe lonA eb UBLICG COMPANY LISTED ON THE TSX VENTURE 


EXHANGE. TECHNICOIL’S TRADING SYMBOL IS "TEC". 


ANNUAL MEETING CONTENTS 


‘Technicoil’s Annual General Meeting will be 1 Highlights 
held on Tuesday, May 13th, 2004 at 3:00 pm in 
the Cardium Room of the Calgary Petroleum 
Club, 319 — 5th Avenue S.W., Calgary, Alberta. 5 Operations Report 


2  Chairman’s Report 


9 Management’s Discussion and Analysis 
21 Management’s Report 
22 Consolidated Financial Statements 
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In 2003, we returned our focus to Canadian operations, where substantial growth has been evident over the past 
five years. The year 2003 was a record year for us in terms of revenue and number of wells for both Canadian 
drilling and Canadian fracturing operations. We substantially reduced overhead levels over the past year and a 
half, increasing both cash flow and profitability. With healthy cash flow and low debt, we are now in a strong 


position to support future growth and to continue to regain the confidence of our investors. 
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Chairman and President’s 
REPORT to SHARE HOW DE Rss 


WHAT HAPPENED IN 2003? 


The year 2003 was indeed one of major swings in 
direction for our company. The roots of our 
change in direction began in 2002 with the loss 
of a major contract with Halliburton as its major 
supplier of coil tubing fracturing rigs in North 
America. The loss of this contract combined 
with a failed attempt at a marketed sale of the 
Company caused us to focus on our strengths, 
reduce costs and pursue higher demand markets. 
We shifted our marketing approach from being a 
multi-service provider to pursuing services and 
markets that were in high demand and suited 
our equipment. As a result, we are now “best in 
class” in coil tubing fracturing with our first 
generation rigs and a contractor of choice for 
coil tubing drilling with our second generation 
rigs. Over the year, we certainly tested the will 
and resolve of our people. However, as with life 
in general, there are often unexpected positives 
to offset unexpected negative occurrences. We 
utilized this hiatus as an opportunity to build an 
improved position for the future through a 
lowering of our cost structure, assembling a lean 
and committed team, directing our energy to 
adding value for each dollar invested, expanding 
our customer base and improving the quality of 
the products and services we offer. 


HOW DID WE RESPOND? 


Ultimately, 2003 became one of restructuring 
for Technicoil and as a result, significant 
improvements were achieved. Debt was reduced 
to $4.6 million from $11.1 million, primarily 
due to the sale of five of our frac rigs. Corporate 
overhead costs were reduced from $2.6 million 
in 2002 to $1.2 million in 2003. This was 
primarily achieved by shutting down our U.S. 


operations and reducing corporate office staff. 
Both of our drilling rigs were retrofitted, at a 
cost of $1 million each, to reduce mechanical 
downtime, lower operating costs, improve 


mobilization efficiency and improve safety. 
WE ARE ON THE RIGHT TRACK 


Technicoil is now positioned to maximize its 
potential and return to a growth mode. 
Considering the quality of our management 
team, quality of our equipment and positive 
outlook for oilfield services, we are very excited 
about our future potential. We believe that both 
of our service offerings, coil tubing fracturing 
and coil tubing drilling, have significant future 
growth potential. 


The primary drivers of coil tubing fracturing 
demand are shallow gas multi-zone wells and 
coal bed methane. Historical trends show a 
dramatic shift towards shallow gas drilling as 
indicated in the following graph. 
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There is no evidence indicating that this trend 
will reverse itself in the near term. Indeed, 
recent research indicates that this gas market 
driven trend could accelerate. Coal bed methane 
drilling in Canada is still in the early stage of 
development. Early indications point to a robust 
future for coal bed methane production 
development in the 


Western Canadian 
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Sedimentary Basin. If this develops, the demand 
for coil tubing fracturing services will increase 
significantly, setting the stage for a very positive 
2004. 


The factors impacting coil tubing fracturing 
demand also apply to coil tubing drilling 
demand. Additionally, for coil tubing drilling, 
factors augmenting demand include the 
economic advantages of lower well cost and 
earlier production start up due to reduced 
drilling time and lower mobilization cost; as 
well as the environmental advantage resulting 
from a smaller footprint and less time at the well 
site. Recently, more oil and gas producers are 
recognizing the advantages of utilizing coil 
tubing drilling rigs. Also, with the advent of 
“new technology” coil tubing drilling rigs, the 
applications for their use has expanded beyond 
shallow gas drilling. Our new rigs can drill a 
6%” hole utilizing 27%” coil to 2,600 meters and 
an 8%4” hole utilizing 3%” coil to 1,700 meters. 
This expands our market to heavy and 
conventional crude oil drilling and expands 
drilling depth to at least 1,700 meters. 
Approximately 80% of all wells drilled in the 
Western Canadian Sedimentary Basin are now 


candidates for CT drilling rigs. 
WHAT LIES AHEAD? 


While we view the long term outlook for our 
business positively, we will carefully manage for 
unexpected downside. We will constantly 
monitor our costs, overhead and capital 
expenditure to accomodate any erosion in 
activity levels. We will fund our capital program 
from our cash flow and use surplus cash flow to 
strengthen our balance sheet. We are confident 
in our ability to generate new ideas to create 


value for our shareholders. 


We have viewed our challenges as valuable 
lessons and those lessons created opportunities. 
We learned that we have all the necessary assets 
— a superior product and experienced people. 
We intend to deploy these assets in the same way 
that brought us through a difficult year. We 
want to thank our employees for believing in 
what we are doing as a company and for having 


the determination to stay with it through 2003. 


Our turnaround would not have been possible 
without the guidance, strength and continued 
support of our board of directors — we thank 


them. 


In closing, we wish to thank our customers for 
their loyalty and unswerving support of our 
products and services — they will remain our 


first priority. 


We look forward to reporting on our progress 


and performance in the forthcoming year. 


ARTHUR E. DUMONT, 


Chairman and Chief Executive Officer 
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MARVIN D. CLIFTON, 


President and Chief Operating Officer 


March 15, 2004 


TECHNICOIL CORPORATION 


On the 
RIGHT TRACK 


ecosnnenpscmnaneeatannetass niet 


TECHNIGOIL CORPORATION 


Review of 
OPER ATTONS 
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With the dawning of 2003, Technicoil found 
itself in a very precarious situation. Technicoil’s 
single largest and predominant source of 
revenue had started to dry up. Where growth 
had once been prevalent, contraction now 
reigned. 


Our first generation rigs had originally been 
heralded for their multi-faceted design but now 
seemed destined only to coil tubing fracturing. 
Drilling with these units, although capable, 
proved to be unprofitable and uncompetitive. 


Our second-generation rigs were more suited 
for drilling but problems of reliability and high 
maintenance plagued their debut. Deeper coil 
tubing fracturing never fully materialized and 
neither did underbalanced or directional 
drilling. A couple of major directional projects 
had been taken on and, although technically 
successful, 


proved to be economically 


disastrous. 


In short, the business model of the past was now 
dysfunctional and was not likely to deliver 
growth in the future. 


We realized it was necessary to completely alter 
the perspective of our business model in order 
to return Technicoil to profitability. Rather than 
focus on technology and its advancement, we 
switched our focus to market demand and 
operations. We needed to redefine ourselves as a 
market driven, performance oriented company. 
It was necessary to build on our strengths and 


overcome our weaknesses. 


THE SOLUTION 


We viewed Technicoil in two separate areas — 
coil tubing fracturing and coil tubing drilling. 
The drivers in both markets were similar but the 
customer base and competition was completely 
different. 


Coil Tubing Fracturing 


Coil tubing fracturing meant dealing with the 
pressure pumping companies rather than the oil 
and gas companies. Many of the pressure 
pumping companies are large, multi-national 


oilfield service conglomerates. 


We decided to follow a two-pronged approach - 
maintaining our historical relationships while 
developing new relationships with the 
independent, predominantly Canadian, pressure 


pumping companies. 


This approach resulted in a renewed operating 
agreement signed with Calfrac Well Services 
Ltd. in February 2004 to provide them with coil 
tubing fracturing rigs on a first-call basis. The 


Agreement has an initial three-year term. 
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The key advantages that Technicoil delivers to the 
coil tubing fracturing market are compact design, 
high mobility, experienced crews and reliable 
operations. The rigs are self-propelled and rig up 
quickly enabling fast commencement of 
operations once the worksite has been reached. 
For example, Technicoil crews can arrive on site 
and be ready for fracturing operations in 20 
minutes compared to one or more hours for our 
competitors. This speed is important to our well 
fracturing customers who often want to fracture 


multiple zones in two or more wells in a single day. 


Technicoil’s first generation rigs proved to be 
extremely advantageous on major shallow gas 
field projects. However, the weight restrictions 
of our body-style rigs became a disadvantage for 
the coil tubing fracturing of coal bed methane 
wells, where the distance from location to 


location can be several kilometers. 


As a result of working closely with our 
customers, we have collaboratively designed a 
retrofit to be completed on two of our coil 
tubing fracturing rigs in the first and second 
quarters of 2004. These rigs are being converted 
to a tractor/trailer style unit that will enhance 
the weight distribution of the loads resulting in 
greater mobility when restrictive road bans are 


in effect. These rigs will be utilized primarily in 


the fracturing of coalbed methane wells. 


Coil Tubing Drilling 


The second segment of Technicoil’s business is 
coil tubing drilling. 


During 2000 and 2001, Technicoil established 
the effectiveness of coil tubing drilling using its 
smaller, first generation rigs. These rigs proved 
effective in drilling but lacked the robustness 
and reliability necessary for sustained 24-hour 
operations, a requirement of the drilling 
market. In mid-2001, Technicoil designed a 
second generation, trailer-based rig that would 
be larger, more robust and able to carry much 
longer lengths of wider diameter coil tubing. 
Two second generation rigs were built with 
integrated drilling systems in the third quarter 
of 2002. 


The rigs performed well on a series of shallow 
gas wells in Southern Alberta, moving and 
rigging up quickly and drilling at high speed. 
After the initial group of wells, the rigs moved 
onto more technically challenging projects. By 
the conclusion of 2002 both rigs were 


contracted to winter programs. 


With the onslaught of cold weather in January 
2003, three major concerns came to light. The 
first concern was the coil tubing injector, which 
proved to be unreliable. Technicoil, by working 
with the injector manufacturer over the past 


year, has finally found a workable solution. 


The second issue was the unreliable nature of 
our electrical system, which led to excessive 
downtime and expense. The third issue was our 
ineffectiveness in adequately blowing down 
(dry) our coiled tubing, causing our coiled 
tubing to freeze, which resulted in shutdowns of 
2 to 3 days before we could operate again. 


A major retrofit was undertaken during the year 
and completed by December 2003 on both 
second generation drilling rigs. The retrofit has 
proved to eliminate past concerns and has given 
us a platform upon which to build a solid track 
record for drilling conventional shallow to 
medium depth natural gas wells. 


TECGCHNYTD GOL CORP ORATION 


By the end of February 2004, both rigs had 
completed their initial winter drilling programs. 
Operator comments were extremely positive 
and each rig was recommended very highly with 


an option to return next winter. 


At the beginning of March 2004, each rig is 
working for different operators under a six- 
month term drilling contract. 
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Technicoil is building a foundation based on 
four cornerstones: 


1 Service: Our goal is to provide a problem free 
experience for the oil and gas company, from 
the initial contact through operations to the 
final billing. 


Management is expected to visit each rig 
within 72 hours of the initial start up for a 
new client. Rig visits are mandated whenever 
key indicators change such as job scope, key 
personnel or incidents involving safety or 
mechanical failures. In addition, regular and 
routine inspections are to be conducted for 


maintenance, operations and safety. 


Formal customer satisfaction surveys will be 
taken independent of the field personnel and 
sent directly to head office. 


environment: 


2 Safety and 
environmental concerns are monitored daily. 


Safety and 


A safety and environmental management 
committee meets at least monthly to review 
hazard ID’s and all incidents. We feel that no 
other success can compensate for our failure 


to be safe. 


3 Performance: Performance is measured as 
achieving a higher utilization rate than our 
competitors. By focusing on utilization, we 
will be able to minimize crew turnover and 


reap the benefits of our training programs. 


Another key performance indicator is field 
repair time as a percentage of total operating 
hours. This statistic is monitored monthly in 
conjunction with our preventative 
maintenance program that outlines daily, 


weekly, monthly and quarterly requirements. 


4 Profitability: We feel profit is a measure of 
how much our customers value our product 
and service. The advancement of technology, 
although important, is not as paramount as 


profit. 


There is no future in the past. By changing our 
focus from the advancement of technology to a 
market driven, performance-oriented company 
based on the four cornerstones of service, safety, 


performance and profitability, we are confident 


we will succeed. 
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MANAGEMENT’S 
PYSCUSSLON gid ANALYSIS 


This section provides management’s review of 
operations for the year ended December 31, 
2003. Balance sheet comparisons are made to 
December 31, 2002 while income statement and 
cash flow comparisons are made to the year 
ended December 31, 2002. Unless otherwise 
disclosed, all financial information in this 
section has been prepared in accordance with 
Canadian Generally Accepted Accounting 
Principles (GAAP) and has been presented in 


Canadian dollars. 


The following discussion has been prepared 
with information available up to and as at 
March 15, 2004. The discussion should be read 
with reference to our consolidated financial 
statements and notes. Additional information 
relating to Technicoil Corporation can be found 


on SEDAR at www.sedar.com. 


OVERALL PERFORMANCE 
AND TS PEE CTE D 
ANNUAL INFORMATION 


The following table sets forth our selected 
consolidated financial data for each of the three 
most recently completed financial years. This 
information has been derived from our audited 
consolidated financial statements and should be 
read in connection with, and is qualified in its 
entirety by, the more detailed information in 


our audited consolidated financial statements. 


Average # of rigs 10 13 g 
Revenue 18,659,099 22,562,550 24,399,539 
EBITDA! 5,525,321 3,995,867 9,772,885 
Net income 1,307,332 (1,610,747) 4,661,873 
Earnings per share 0.03 (0.04) 0.16 

— diluted 0.03 (0.04) 0.13 


Cash flow from 
operations” 4,514,458 4,382,622 7,820,835 
Total assets 30,506,266 37,708,584 36,550,461 


Total long-term 


financial 
liabilities” 3,069,649 6,685,962 5,987,950 
Debt to equity ratio* 47 “95 81 


* Restated for change in accounting policy. 


We reached a level of stability in 2003 after a 
year of uncertainty in 2002. We grew very 
rapidly in 2000 and 2001, increasing our rig fleet 
to twelve rigs by the end of 2001 and expanding 
into the United States. Our success in 2001 was 
primarily the result of a take-or-pay fracturing 
contract with one major international energy 
customer. Nevertheless, our success was not 
sustainable as the contract ended in 2002 and 
the customer informed us that its need for 
services was to be substantially reduced as the 
customer planned to build or purchase its own 
coil tubing equipment. We entered a period of 
uncertainty and financial instability in 2002 and 
were hampered by some significant one time 
costs including our unsuccessful effort to sell the 
company, the closure of our Houston office, the 
fine tuning of our newly built second generation 
rigs and large impairment charges for certain 


assets and goodwill. In early 2003, we sold five 
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coil tubing rigs in order to reduce our capacity 
to a more appropriate level based on demand 
and started the process of reducing our 
infrastructure and expanding our customer base 


in Canada to regain profitability. 


The year 2003 represented a return to 
profitability as we earned net income of $1.3 
million or $0.03/per share compared to a net loss 
of $1.6 million or $(0.04)/share in 2002. Our 
revenue decreased by 17% from 2002 but 
increased by 8% on a per rig basis. EBITDA 
increased by 38% or $1.5 million over 2002 
despite a reduction in our rig fleet. We made 
significant changes in 2002 and the first half of 
2003 to reduce our infrastructure of fixed 
operating costs to an appropriate level for our 
fleet size. We were able to maximize our profit in 
the second half of 2003 as a result of these 
changes, earning an EBITDA margin of 39% of 
our total revenue from July until December 2003 


compared to 18% and 40% for the years ended 
December 31, 2002 and 2001, respectively. 


Total assets grew from 2001 to 2002 as we were 
still in the expansion phase, completing our last 
two rigs in 2002 to bring our total fleet to 14. 
The $7.2 million decrease in our assets from 
2002 to 2003 relates to the sale of five rigs which 
had a net book value of $7.4 million at 
December 31, 2002. Current assets (not 
including assets held for sale) made up 22% of 
our total assets in 2003 compared to 18% in 


2002 and 21% in 2001. 


Our long-term financial liabilities balance 
relates to equipment loans that were initially 
drawn upon in 1999 and 2000 in order to build 
the second generation rigs. The equipment 


loans were originally demand in nature with 


negotiated monthly repayment terms extending 
until December 2005. Accordingly, these loans 
were classified as current liabilities in our 
financial statements for prior years. In July 2003, 
we renegotiated the terms of the equipment 
loans and signed a new agreement. The new 
terms eliminate the demand nature of the loans 
and amortize all facilities over 48 months. The 
loans are now classified as long-term liabilities 
except for the portion of the loans that is 
repayable within 12 months, which is classified 
as a current liability. Our total debt balance was 
reduced by $6.9 million in 2003 as we applied 
the proceeds from the sale of five rigs against 


our outstanding debt. 
RESULTS OF OPERATIONS 
Revenue 


REVENUE ANALYSIS BY TYPE OF ACTIVITY 


a 
Canada 
Fracturing 12,902,789 11,249,037 
Total Canada 17,181,627 14,580,907 
United States 
Fracturing 1,397,831 6,240,919 
Drilling - 1,740,724 
oe Ue REE Mea IEE 
Consolidated Revenue 18,659,099 22,562,550 


Revenue for 2003 decreased by 17% ($3.9 
million) over 2002 largely due to a 23% reduction 
in our rig fleet from 14 in 2002 to 9 in 2003 after 
the sale of five rigs early in the year. We had an 
average of 13 rigs in service throughout 2002 
compared to 10 in 2003. Our revenue increased 
by 8% on a per rig basis and we attribute this to 
higher utilization rates and more favourable 
pricing in the second half of 2003 compared to 


2002. The product mix remained relatively 
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consistent with fracturing revenue providing 
77% of consolidated revenue in 2003 compared 
to 78% in 2002. This ratio is slightly lower when 
considering only Canadian revenue, with 75% of 
Canadian revenue being attributed to fracturing 
work in 2003. We expect the trend towards 
greater revenue diversification to continue due to 
our recent growth of and future expectations for 


the Canadian drilling operations. 


Fracturing revenue decreased by only 18% ($3.1 
million) in total compared to 2002 despite the 
sale of five rigs which were used primarily for 
fracturing. Canadian fracturing revenue 
increased by 15% ($1.65 million) over 2002 due 
to strong utilization rates especially in the third 
and fourth quarters when we achieved 63% and 
55% utilization, respectively. The increase in 
Canadian fracturing revenue was offset by a 78% 
($4.8 million) decrease in U.S. fracturing 
revenue over 2002 as all of our rigs in the U.S 
were repatriated back to Canada by the second 
quarter of 2003. We benefited from a take-or-pay 
contract in both Canada and the U.S. for the first 
part of 2002. This contract expired in June 2002 


and was not renewed under the same terms. 


Drilling revenue decreased by 16% ($0.8 
million) in total compared to 2002. Similar to 
the the 


Canadian drilling revenue increased by 28% 


Canadian fracturing operations, 


($0.9 million) over 2002 as we are proving to be 
a capable and reliable choice in the drilling 
the 


accomplished with an average of 1.3 rigs 


industry. Canadian results _—_— were 
available for the year as both of our drilling rigs 
completed major retrofits during 2003. Revenue 
per available rig increased 78% ($1.4 million/rig) 
compared to 2002. The increase in Canadian 


revenue is offset a $1.7 million decrease in U.S. 


drilling revenue as we were repatriating all of our 
rigs back to Canada early in the year and did not 
perform any drilling work in the U.S. in 2003. 


Operating Expenses and Gross Margin 


Despite a 17% decrease in revenue, our gross 
margin decreased by only 3% over 2002 as a 
result of our improved operational performance 
and a conscious effort to reduce overhead 
expenses. On a percentage basis, the gross 
margin showed a noticeable increase rising from 
31% in 2002 to 36% in 2003. We made 
significant changes to our operating overhead 
infrastructure level in the second half of 2002 
and the first half of 2003. The result was an 
increase in our gross margin from 24% for the 
six months ended June 2003 to 46% for the six 
months ended December 2003, with both 
drilling and fracturing contributing to the 
improvement. The 2002 margin was also 
negatively affected by a weak drilling market in 
the second half of the year and startup for the 


newly built second generation rigs. 


The fracturing gross margin increased from 
35% for the first two quarters of 2003 to 54% for 
the last two quarters of 2003 consistent with the 
increase in utilization over the same period, 
from 32% to 59%, respectively. The high 
utilization in the second half of the year allowed 
us to maximize our profits on a reduced 
infrastructure of fixed operating costs. The 
drilling gross margin also increased from -7% in 
the first half of 2003 to 12% in the second half of 
2003. The increase was accomplished despite a 
decline in utilization from 28% to 26% over the 
same period as our newly retrofitted rigs 
resulted in a considerable improvement in our 


performance and profitability. 
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General and Administrative Expenses 


General and administrative expenses were 
reduced 55%, from $2.6 million in 2002 to $1.2 
million in 2003, due to lower staffing levels and a 
conscious effort to reduce administrative 
overhead costs in the past year. Significant 
changes were made to the adminstrative 
overhead infrastructure, similar to the operating 
overhead infrastructure, in order to reduce costs 
to a more appropriate level to maximize 
profitability. General and administrative 
expenses represented 6% of revenue in 2003 
compared to 12% in 2002 and 10% in 2001, a 
year of record profitability. The 2002 general and 
administrative expenses were hampered by some 
significant one time costs resulting from the 
closure of our Houston office and our 
unsuccessful effort to sell the company. We 
believe our current infrastructure level is 


appropriate for its fleet size. 


We have early adopted the new accounting 
recommendation relating to issuing stock-based 
compensation. A $62,425 entry was recorded in 
general and administrative expenses for 2003 
which represents the fair value cost of issuing 
options to directors, officers and employees. As 
permitted under the new accounting rules, the 
accounting recommendation was adopted 
prospectively with no adjustment being made to 


prior periods. 


Depreciation, Impairment 


and Loss on Sale of Assets 


Depreciation expense has decreased compared 
to 2002 due to the sale of five rigs. A $1.4 million 
impairment entry was made in 2002 related to 
the rigs and ancillary equipment held for sale 
based on the expected U.S. dollar proceeds at 
year-end exchange rates. An additional $0.3 


million writedown of the rigs was recorded in 


12 


the first quarter of 2003 with a $0.3 million loss 
realized on the eventual sale. The goodwill 
arising on the purchase of the minority interest 
in Technicoil USA Corporation was also written 
off in 2002 as our U.S. operations were 
declining, our subsidiary’s head office was 
closed and we had no foreseeable plans for 


significant U.S. market development. 
Interest Expense and Foreign Currency Loss 


Interest on long-term debt decreased 35% due 
to the proceeds from the sale of five rigs being 
used to pay down the equipment loans. A 62% 
decrease in long-term debt from 2002 to 2003 
was offset by an increase in the interest rates 
charged on the debt as a result of the new 
banking agreement we entered into in July 2003. 
The interest rates increased from prime plus 
0.75% to prime plus 2% for the equipment 
loans and from prime plus 0.5% to 1.5% for the 
operating line of credit. The interest rates were 
then reduced by the lender in November 2003 to 
prime plus 1.25% for the equipment loans and 
prime plus 1% for the operating line of credit. 
The interest rates will be reviewed again by the 
lender upon receipt of our 2003 audited 


consolidated financial statements. 


Other interest refers to interest on short-term 
debt net of any interest income. Other interest 
decreased 45% over 2002 as we have not drawn 
on our operating line since July 2003. We also 
earned interest income in 2003 by investing our 


excess cash into short-term deposits. 


The decline in the U.S. dollar exchange rate has 
negatively affected us due to our net U.S. asset 
position. We recorded a $0.4 million foreign 
currency loss compared to a $30,000 loss for 2002. 
We do not have a program in place for hedging 
foreign currency risk. Our exposure to foreign 
currency risk has been reduced significantly now 


that we no longer operate in the U.S. 
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SUMMARY OF QUARTERLY RESULTS 


Three months ended* ($) 


Revenue 


Net income 


Basic Earnings per share 


Diluted Earnings per share 


Three months ended* ($) 


Revenue 
Net income 
Basic Earnings per share 


Diluted Earnings per share 


* Restated for change in accounting policy. 


Like all companies in the oil and gas industry, 
we are subject to seasonality throughout the 
year due to restrictive weather conditions. Our 
third quarter is normally our busiest quarter for 
fracturing and drilling operations due to 
historically favourable weather conditions in 
the Province of Alberta. Wells are fractured with 
water-based fluid carrying sand which limits 
the ability to perform fracturing work in 
temperatures below approximately -25°C. As a 
result, our fracturing revenue can often vary 
from year-to-year in the first and fourth 
quarters depending on the favouability of 
weather conditions. Our drilling operations do 
not face the same challenges of being shut down 
in the extreme cold. However, both our drilling 
and fracturing rigs are subject to road bans 
during the spring. As the warmer weather 
returns in the spring, the winter’s frost comes 
out of the ground rendering many secondary 
roads incapable of supporting the weight of 
heavy equipment until they have thoroughly 
dried out. The duration of the road bans during 
“spring breakup” has an impact on our and the 
industry’s activity levels each spring. This 
causes our revenue in the second quarter to 
often be our lowest quarter of the year. Despite 


lower revenue, the second quarter does not 


som Mar, 31/03 June 30/03 Sept. 30/03 Dec. 31/03 Total 
5,864,483 2,330,845 5,586,539 4,877,232 18,659,099 
70,073 (607,149) 1,256,661 587,747 1,307,332 
$0.00 $(0.02) $0.03 $0.01 $0.03 
$0.00 $(0.02) $0.03 $0.01 $0.03 

von dMar. 31/02 June 30/02 Sept. 30/02 Dec. 31/02 Total 


3,269,433 4,459,590 6,467,649 22,562,550 


8,365,878 
ee ee 
$0.05 $(0.02) —$(0.01) —-$(0.05) ~—-$(0.04) 
$0.04  $(0.02) _ $(0.01) __-$(0.05) ___$(0.04) 


always see a corresponding decrease in costs as 
we use the spring breakup period to perform 
and maintenance to our 


major repairs 


equipment and to train our field employees. 


The year 2003 followed the normal seasonality 
pattern, taking into consideration the decline in 
our rig fleet after the first quarter. Our first 
quarter of 2003 started out on a stronger note 
but was negatively affected by colder than 
expected weather in March, limiting our ability 
to perform fracturing projects. The second 
quarter of 2003 was negatively affected by a 
long spring breakup and an unusual amount of 
rain in Southern Alberta, our main operating 
area. Our first drilling rig was also taken out of 
service in early April 2003 to begin the retrofit 
process. The weather was co-operative for most 
of the third and fourth quarters of 2003 
although the revenue we earned was lower than 
our first quarter revenue due to the absence of 
$0.9 million of U.S. revenue, fewer fracturing 
rigs, and the continued drilling rig retrofit. 
Despite lower revenue, our resulting profit in 
the third and fourth quarters of 2003 was much 
higher than the first quarter of 2003 due to our 
improved operational performance and a 


reduced infrastructure level. 
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The third quarter of 2002 does not follow the 
normal seasonality pattern due to some non- 
recurring events we incurred during that time. 
Our main operating contract ended on June 30, 
2002 and we were entering a period of 
uncertainty. The third quarter was hampered by a 
very weak drilling market, our unsuccessful effort 
to sell the company, closure of our Houston office 
and costs incurred with the startup of our newly 


built second generation rigs. 
Results of the 2003 Fourth Quarter 


The fourth quarter for 2003 was a profitable 
quarter as we earned net income of $0.6 million 
or $0.01 per share. Our fracturing operations 
provided the majority of the revenue as 
fracturing utilization achieved 55% for the 
quarter. Our drilling operations continued to be 
hampered by having only one rig in service for 
most of the quarter. Our second drilling rig 
completed the retrofit process late in December 
and worked only a few days prior to year end. 
Net income was negatively affected by the 
$62,425 stock-based compensation expense 
recorded in general and administrative expenses 
as we early adopted the new accounting 


requirements for stock-based compensation. 


We also changed our accounting policy for coil 
tubing in the fourth quarter. Under the new 
accounting policy, all coil tubing string is 
recorded into inventory when purchased and is 
expensed based on the remaining fatigue 
percentage and expected remaining useful life. 
The new policy results in significantly better 
matching of costs with revenue and was applied 
retroactively with restatement of prior periods. 
An adjustment of $363,561 was made to reduce 
opening retained earnings as of January 1, 2002, 


with the 2002 net income increased by $294,342. 


LIQUIDITY AND CAPITAL RESOURCES 
Cash flow from operations 


We ended 2003 with over $2.6 million in cash 
compared with indebtedness of $1.7 million at 
the end of 2002. Cash provided by operations was 
the prime reason for the increase, with our 
operations (including the net change in non-cash 
working capital) generating a $6.7 million inflow 
compared to an inflow of $2.4 million in 2002. 
We adopted an aggressive approach to 
immediately follow up on any aged receivables 
which resulted in a cash inflow of $2.2 million 


from the net change in non-cash working capital. 


Cash flow from investing 


and financing activities 


Cash flow from investing and financing 
activities was largely affected by the sale of five 
rigs early in 2003 for proceeds of $7 million. The 
majority of proceeds were used to pay down the 
outstanding debt, which was reduced by $6.9 
million in 2003. Proceeds from the exercise of 
stock options also contributed $85,000 of cash. 
We spent $2.5 million on capital expenditures 
during 2003 with the majority spent on 
retrofitting the two drilling rigs. 

Liquidity 

Our liquidity was further improved by entering 
into a new banking agreement in 2003. Prior to 
the new agreement, our equipment loans were 
considered demand loans with negotiated 
monthly repayment terms extending until 
December 2005. Accordingly, our equipment 
loans were classified as current liabilities. In July 
2003, we renegotiated the terms of the 
equipment loans with our lender and signed a 
new agreement. The new terms eliminate the 
demand nature of our equipment loans and 
amortize all facilities over 48 months. Our 


equipment loans are now classified as long-term 
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liabilities except for the portion of the loans that 
is repayable within twelve months, which is 


classified as a current liability. 


We were in compliance with all of our debt 
covenants at December 31, 2003. Under our 
former banking agreement, we were in violation 
of one of the covenants relating to debt service 
coverage due to our loss position at that time. 
Under the terms of the new agreement, effective 
July 2003, the debt service covenant was waived 


until the end of 2003. 


The new banking agreement also resulted in 
higher interest rates. The interest rates were 
increased from prime plus 0.75% to prime plus 
2% for the equipment loans and from prime 
plus 0.5% to prime plus 1.5% for the operating 
line of credit. The interest rates were then 
reduced by the lender in November 2003 to 
prime plus 1.25% for the equipment loans and 
to prime plus 1% for the operating line of credit. 
The interest rates will be reviewed again by the 
lender upon receipt of our 2003 audited 


consolidated financial statements. 


Our working capital ratio continues to improve 
and reached 1.96 at December 31, 2003. The 
positive trend represents our effort towards 
improving the profitability of operations, 


collecting receivables and paying down debt. 


WoRKING CAPITAL RATIO* 


1.0 


0.5 


at oe n — 


0.0 


Mar 31 Jun 30 SEP 30 Dec 31 MAR 31 JuN 30 SEP 30 Dec 31 


2002 2003 
* Defined as current assets divided by current liabilities, 
excluding capital assets held for sale and equipment loans 
with negotiated payment terms greater than one year. 


Cash Requirements and Resources 


Our primary cash needs are for capital 
expenditures in order to expand our business. 
We spent $2.5 million on capital expenditures 
during 2003 with the majority being spent on 
retrofitting the electrical system and doghouse 
of both drilling rigs. The retrofits lightened the 
equipment considerably and transformed our 
once dual-purpose rigs into predominantly 
drilling units. We anticipated the retrofits would 
increase our profitability by significantly 
improving rig reliability, safety and employee 
working conditions. Our recent operating 
experience and financial results have shown this 


to be true. 


We have plans to retrofit two of our coil 
fracturing rigs in the first and second quarters of 
2004, with the possibility of retrofitting 
additional coil fracturing units in the future. 
The rigs are being converted to a tractor/trailer 
style unit which will lighten the equipment 
considerably and increase maneuverability, 
giving greater mobility when restricted road 
bans are in effect. Our current cash position and 
expected future cash flow from operations 
should be sufficient to finance all of our planned 
capital expenditures, including the possibility of 
adding a third drilling rig which we are currently 
considering. We also have a $3 million operating 
line of credit available which we have not drawn 


upon since July 2003. 
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FINANCIAL INSTRUMENTS 
AND OTHER INSTRUMENTS 


Financial instruments include both primary 
instruments, such as receivables, payables and 
equity securities, and derivative instruments, 
such as financial options, futures and forwards, 
interest rate swaps and currency swaps. 
Derivative financial instruments, whether 
recognized or unrecognized, meet the definition 


of a financial instrument. 


Our financial instruments include only primary 
financial instruments, namely receivables and 
payables. We did not enter into any derivative 
financial instrument contracts during 2003 or 
2002, nor did we have any derivative financial 
instrument contracts outstanding at December 


31, 2003 or 2002. 
Credit Risk and Economic Dependence 


Virtually all of our accounts receivable are with 
customers in the petroleum and natural gas 
industry and are subject to normal industry 
credit risk. Our customers are subject to an 
internal credit review to minimize the risk of 
non-payment. In 2003, we recorded a bad debt 


expense of $73,744, related to one U.S. customer. 


We have a significant exposure to two major 
customers. One customer is a medium-sized 
private well services company for whom work 
was performed only in Canada. This customer 
was the subject of an internal credit review. For 
the year ended December 31, 2003, 43% or $8.17 
million (2002 - 17% or $3.75 million) of our 
revenue was derived from this customer. As at 
December 31, 2003, $1.85 million (2002 - $1.64 


million) of our accounts receivable included 


amounts outstanding from this customer. We 
have a long-term supply contract with the 
customer. The second customer is a major 
international energy corporation for whom work 
was performed in both Canada and the United 
States. For the year ended December 31, 2003, 
29% or $5.47 million (2002 - 57% or $12.74 
million) of our revenue was received from this 
customer. As at December 31, 2003, $0.59 million 
(2002 - $1.65 million) of our accounts receivable 
included amounts 


outstanding from this 


customer. 
Interest Rate Risk 


We are not exposed to interest rate price risk as 
all of our long-term debt has floating interest 
rate terms. However, the floating interest rate 
terms do give rise interest rate cash flow risk as 
the interest payments are recalculated as the 
market rates change. The interest rate premium 
the 


(currently 1% for the operating line of credit 


above floating market interest rate 
and 1.25% for the term loans) will be reviewed 
by the lender upon receipt of the December 31, 
2003 audited consolidated financial statements. 
The interest rate cash flow risk is partially 
mitigated by our cash equivalents balance which 
includes investments in term deposits that 


mature in three months or less. 
Fair Values 


The fair values of our accounts receivable and 
accounts payable approximate their carrying 
values due to their short-term nature. The fair 
value of our long-term debt approximates its 
carrying value due to the floating interest rate 


terms. 
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Foreign Exchange Risk 


Our subsidiary, Technicoil USA Corporation, 
earned revenue, incurred expenses, and recorded 
accounts receivable and accounts payable in U.S. 
dollars and was therefore exposed to currency 
risk. In June 2003, we ceased operating in the 
U.S. Our subsidiary still remains as a legal entity 
but is now an inactive company. We do not have 
a program in place for hedging foreign currency 
risk. Our exposure to foreign currency risk has 
been reduced significantly now that we no longer 


operate in the U.S. 
Common Shares and Other Securities 


As at December 31, 2003, we had 39,303,789 
common shares issued and outstanding. We also 
had 2,988,033 stock options issued and 
outstanding as at December 31, 2003, of which 
1,317,564 were vested. Each stock option is 
exercisable into one common share. We have not 
issued any new stock options subsequent to 


December 31, 2003, nor have any stock options 


been exercised during that time. 
OFF-BALANCE SHEET ARRANGEMENTS 


We did not enter any off-balance sheet 
arrangements during 2003 or 2002, nor did we 
have any off-balance sheet arrangements 


outstanding at December 31, 2003 or 2002. 


TRANSACTIONS 
WITH RELATED PARTIES 


In 2003, we paid consulting fees of $18,168 (2002 
- nil) to a shareholder who is one of our directors 
and purchased operating supplies of $81,884 
(2002 - nil) from a company owned by an 
immediate family member of one of our 
shareholders who is also a director. At December 


31, 2003, $21,050 (2002 - nil) remained 


outstanding in accounts payable. These 
transactions are recorded at their exchange 
amounts. In 2002, we forgave a non-interest 
bearing unsecured promissory note for $60,000 
held by one of our shareholders who is a also a 


director. 


CHANGES IN ACCOUNTING POLICIES 
INCLUDING INITIAL ADOPTION 


Stock-Based Compensation 


In December 2003, we adopted the new 


accounting requirements for stock-based 
compensation and other stock-based payments. 
The new standard was not required to be 
adopted until January 1, 2004 but we decided to 
adopt it early. Under the new standard, the fair 
value of any stock options granted to directors, 
officers and employees is recorded as an expense 
over the vesting period with the offset being 
recorded to contributed surplus. The fair value 
of the stock-based compensation is determined 
using the Black Scholes model and our 
assumptions as disclosed in the notes to our 
consolidated financial statements. Previously 
the fair value of any stock-based compensation 
was only disclosed. As permitted under the new 
rules, the standard was applied prospectively 
with no restatement of prior periods. We 
recorded a $62,425 entry in general and 
and contributed 


administrative expenses 


surplus for 2003 as a result of this new standard. 
Coil Tubing Inventory 


In December 2003, we changed our accounting 
policy for coil tubing strings from one 
acceptable alternative under GAAP to another. 
Previously all coil tubing strings were expensed 


when purchased with the exception of the first 
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string purchased for each rig, which was 
capitalized and amortized over a 15 year period. 
Under the new accounting policy, all coil tubing 
strings are recorded into inventory when 
purchased and are expensed based on the 
remaining fatigue percentage and expected 
remaining useful life. The new policy results in 
significantly better matching of costs with 
revenue and was applied retroactively. An 
adjustment of $363,561 was made to reduce 
opening retained earnings as of January 1, 2002, 


with the 2002 net income increased by $294,342. 
Asset Retirement Obligations 


In December 2002, the Accounting Standards 
Board approved the new Handbook section 
3110 “Asset Retirement Obligations”. The new 
standard focuses on the recognition and 
measurement of liabilities for obligations 
associated with the retirement of property, plant 
and equipment when those obligations result 
the 


development or normal operations of assets. 


from acquisition, construction, 
The new standard is effective for financial 
statements issued for fiscal years beginning on 
or after January 1, 2004. We do not believe that 
the implementation of this standard will 
materially impact our financial position, 


earnings or cash flows. 
OUTLOOK AND FUTURE RISKS 


Our outlook for 2004 is positive as the industry 
is predicting another record setting year similar 
to 2003. We had both drilling rigs operating 
throughout January and February of 2004 and 


have been receiving very positive feedback from 


our customers. Our rigs are proving to be a 
reliable choice for our customers and we have 
been working hard to strengthen our 
relationships with key customers. We anticipate 
being able to keep both drilling rigs busy for the 
majority of the first three quarters of 2004, with 
the exception of the spring breakup period. The 
high drilling activity is also expected to result in 
additional fracturing work. Our fracturing 
operations were hindered somewhat in late 
January and early February due to the weather 
being too cold, and then being too wet. 
Nevertheless, demand for coil fracturing units 
remains high and we expect to be busy in the 


upcoming months if the weather co-operates. 


In February 2004, we renewed an agreement 
with Calfrac Well Services Ltd. to provide rigs on 
a first call basis over the next three years. This 
agreement should facilitate high levels of 
utilization for up to six fracturing rigs during the 
term of the agreement. In addition, coal bed 
methane production is starting to move beyond 
the test phase in Western Canada and is slowly 
becoming more established as a valuable 
resource to our customers. Coal bed methane 
wells require fracturing, with coil fracturing 
established as the most economical and 
preferred method. Our equipment is ideally 
suited for both drilling and fracturing coal bed 
methane wells. As a result, we are well positioned 


to gain additional customers and projects. 


We have no specifically identifiable risks that are 
unique to our company would materially affect 
our results in a negative way in the foreseeable 
future. We are subject to the normal cycles of the 
oil and gas industry, as well as normal inflation 


risks for the cost of supplies and services. While 
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we do have contractual pricing arrangements 
with our customers, the contracts are generally 
for short periods of time and encourage both 
parties to renegotiate new rates if there are 
material changes in revenue or costs for one party. 
The terms of these agreements should enable us 
to preserve our margins, even in times of high 


inflation. 


We are currently considering the purchase of a 
third drilling rig. We have not made any 
commitments as of the date of this discussion but 
expect to have our decision made by the end of 
March 2004. If we were to proceed with the capital 
project, we anticipate the rig would be completed 
in the fourth quarter of 2004 and would make a 
small contribution to the 2004 revenues and 
profits. Our largest competitor is also currently 
building comparable drilling rigs to operate in the 
same markets that we operate in. We believe the 
industry demand over the next few years will be 
sufficient to support the additional coil tubing 
drilling rig that we are considering as well as the 
rigs currently being built by our competitor. We 
anticipate being able to achieve high utilization 
results for our new rig because of our relationships 
with our current and potential customers, design 


advantages and operating excellence. 


We are back on track after a period of uncertainty 
in 2002 and the first half of 2003. Our operations 
are generating a steady source of profits and cash 
flow, and our balance sheet is in a strong position 
to support future growth. We believe we have 
built a foundation for success and are excited 


about the possibilities for the future. 


DISCUSSTON AND ANALYSIS 


FORWARD-LOOKING STATEMENTS 


Any statements in this document that may be 
considered forward-looking are based on 
current expectations that involve a number of 
risks and uncertainties, which could cause actual 


results to differ from those anticipated. 


1 EBITDA, or earnings before interest, taxes, depreciation 
and amortization, is calculated in the table on page 9 by 
adding back these items to reported net income. Currency 
losses are also added back as these are not considered 
operating costs. EBITDA 1s considered to be a non-GAAP 
(Generally Accepted Accounting Principles) measure that 
does not have a standardized meaning prescribed by 
GAAP, and therefore may not be comparable to similar 


measures presented by other issuers. 


2 Cash flow from operations is defined as net income before 
amortization, impairment of assets, loss on sale of assets, 
stock-based compensation expense and future income tax. 
Cash flow from operations is a non-GAAP measure that 
does not have a standardized meaning prescribed by 
GAAP, and therefore may not be comparable to similar 


measures presented by other issuers. 


3 For 2002 and 2001, total long-term financial liabilities 
includes equipment loans with negotiated payments that 
are not due within twelve months even though the loans 
are legally demand in nature and are shown as current 


liabilities in the consolidated financial statements. 


4 Debt to equity ratio is defined as total liabilities divided by 
shareholders’ equity. Debt to equity ratio is a non-GAAP 
measure that does not have a standardized meaning 
prescribed by GAAP, and therefore may not be comparable 


to similar measures presented by other issuers. 
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December 31,2003 and2002,0 


Assets 

Current assets: 
Cash and cash equivalents 
Accounts receivable 
Income tax recoverable 
Inventory 


Prepaid expenses 


Property, plant and equipment held forsale 


Liabilities and Shareholders’ Equity 
Current liabilities: 

Bank operating loan 

Accounts payable and accrued liabilities 


Income taxes payable 


Current portion of long-term debt 


Long-term debt 

Future income taxes 

Shareholders’ equity: 
Capital stock 


Contributed surplus 


Retained earnings Steen etree eer 


Consolidated 


(note 3) 


(note 6) 


(note 7) 
(note 9) 


(note 8) 
(note 3 and 8) 


$ 2,640,536 
3,433,194 
1,758 
343,023 
241,007 


6,659,518 
ETE 


$ 30,506,266 


$ = 
2,164,119 
106,052 


3,401,351 
3,069,649 


3,242,798 


16,122,005 
62,425 


eee 


$ 30,506,266 


eee 


Cee tae Ty 


ee eae 


(RESTATED) 


$ ae 
4,399,898 
1,811,915 
283,695 
362,694 


cares co 


14,301,802 
meee 
$ 37,708,584 


$ 1,761,476 

2,876,054 
ee, 

15,771,742 


259995 lel 


16,037,005 


me ules 
pe eit 


$ 37,708,584 


See accompanying notes to consolidated financial statements. 


Approved on behalf of the Board: 


ARTHUR E. Dumont: Director 
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OPERATIONS and RE TAIN Derr eG 


Years ended December 31, 2003 and 200275. 


Coil tubing drilling and service revenues 


Expenses: 
Operating 
General and administrative 
Bad debt expense 
Houston office closure 
Depreciation 


Loss on sale of capital asset 


Impairment of property, plant and equipment 


Impairment of goodwill 
Interest on long-term debt 


Other interest, net 


Net income (loss) before tax 


Income tax expense (recovery) 


Current 


Future 


Net income (loss) for the year 


Retained earnings as previously stated, beginning of year 


Adjustment for change in accounting policy 


Restated retain 


Retained earnings, end of year 


Net earnings per share 
Basic and diluted 


$ 18,659,099 


11,880,471 

1,179,563 

73,744 

(note 12) - 
1,916,233 

315,491 

269,310 

387,656 

34,793 


2,223,827 
(note 9) 
272,828 


1,307,332 
3,300,706 


$ 4,608,038 


(note 8) $ 


See accompanying notes to consolidated financial statements. 
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Ot 4 ae 


peo), 00/ eae 
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2002 | 
(RESTATED) 


$ 22,562,550 


15,544,441 
2,609,713 
84,335 
328,194 
2,236,621 
135725 
ie yors yay b/7/ 
1,440,585 
594,353 
62,734 
24,327,854 
(1,765,304) 


(1,073,675) 
919,118 
(054557) 
(1,610,747) 
5,275,014 
(363,561) 
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$ 3,300,706 


$ (0.04) 
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of 
CASH FLOWS 


Years ended December 31,2003 and 2002.0 


Cash provided by (used in): 
Operating activities: 
Net income (loss) for the year 
Add non-cash items: 
Depreciation 
Loss on sale of capital asset 
Impairment of property, plant and equipment 
Impairment of goodwill 
Stock-based compensation expense 


Cash flow from operations 


Net change in non-cash working capital 


Financing activities: 
Common Shares issued 


Increase in equipment loans 


Lith 


$ 1,307,332 


1,916,233 
315,491 
269,310 


62,425 


De F 


4,514,458 
6,747,795 


85,000 
(6,933,383) 


pee iae 


(RESTATED ) 


$ (1,610,747) 


2,236,621 
13,728 
1,383,317 
1,440,585 
919,118 
4,382,622 
(2,001,744) 


2,380,878 


101,333 
2,206,512 


Investing activities: 
Acquisition of property, plant and equipment 
Acquisition of minority interest in subsidiary 


Proceeds on sale of property, plant and equipment 


(6,848,383) 


(2,563,000) 


7,065,600 


2,307,845 


(5,668,367) 
(1,085,135) 


4,502,600 


(6,739,351) 


Net increase (decrease) in cash and cash equivalents 


Cash and cash equivalents (bank operating loan), beginning of year 


4,402,012 
(1,761,476) 


Cash and cash equivalents (bank operating loan), end of year 
Cash taxes paid (received) 


Cash interest paid 


See accompanying notes to consolidated financial statements. 


$ 2,640,536 
$ (1,089,404) 
$ 404,286 


$ (1,761,476) 
$ 2,009,715 
$ 566,030 
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NOTES 
to the Consolidated Financial Statements 


YEARS ENDED 


DECEMBER 31, 2003 AND 21002 


I. INCORPORATION 


(NATURE OF BUSINESS: 


Technicoil Corporation (the “Corporation”) is 
incorporated under the laws of the Province of 
Alberta and is in the business of providing 
coiled tubing drilling and integrated services to 


the oil and gas industry. 


—>S, 


2° SIUGNIFL CANT A € COUNT ENG 
POMC ws 


(a) Basis of presentation: 


The consolidated financial statements include 
those of the Corporation and its 100% owned 
subsidiary, Technicoil USA Corporation. These 
consolidated financial statements have been 
prepared by management in accordance with 
accounting principles generally accepted in 


Canada. 
(b) Cash and cash equivalents: 


Cash and cash equivalents include cash in banks 
and term deposits with a maturity period of 


three months or less. 
(c) Coil tubing inventory: 


Coil tubing inventory is recorded at the lower of 
cost and net realizable value with cost 


determined on a specific item basis. 
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(d) Property, plant and equipment: 


Property, plant and equipment are recorded at 
cost. Depreciation is provided over their 


estimated useful lives as follows: 


not amortized 
Buildings 


Office and computer equipment 3 years straight-line 


40 years straight-line 


Coiled tubing rigs 


and ancillary equipment 15 years straight-line 


No residual values or disposition costs are 
assumed for the purpose of the depreciation 


calculations. 
(e) Goodwill: 


Goodwill is the residual amount that results 
when the purchase price of an acquired 
company exceeds the amount allocated to the 
assets acquired, less liabilities assumed, based on 
their fair values. Goodwill is not amortized and 
is assessed for impairment annually or more 
frequently if events or changes in circumstances 
indicate that the asset might be impaired. When 
the carrying value of an acquired company’s 
goodwill exceeds the implied fair value of the 
goodwill, an impairment loss is recognized in 


the amount equal to the excess. 
(f) Revenue recognition: 


The Corporation recognizes revenue at the time 
services are rendered based upon agreed daily, 


hourly or job rates. 
(g) Stock-based compensation: 


The Corporation has a stock option plan that is 
described in Note 8. The fair value of any stock 
options granted to directors, officers and 


employees is recorded as an expense over the 
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vesting period with the offset recorded to 
contributed surplus. The fair value of the stock- 
based compensation is determined using the 
Black Scholes 


assumptions as disclosed in Note 8. Any 


model and management’s 
consideration paid on the exercise of stock 


options is credited to share capital. 
(h) Income taxes: 


The Corporation follows the liability method of 
tax allocation accounting, whereby temporary 
differences arising from the difference between 
the tax basis of an asset or liability and its 
carrying amount on the balance sheet are used 
to calculate future income tax liabilities or 
assets. Future income tax liabilities or assets are 
calculated using tax rates anticipated to apply in 
the periods that the temporary differences are 


expected to reverse. 
(i) Earnings per share: 


Basic earnings per share is computed using the 
weighted average number of common shares 
outstanding during the year. Diluted earnings 
per share is calculated using the treasury stock 
method. Under the treasury stock method, the 
weighted average number of shares outstanding 
is increased to include the additional shares 
from the assumed exercise of stock options and 
warrants if dilutive. The number of additional 
shares is calculated by assuming that the 
outstanding stock options and warrants were 
exercised and that the proceeds were used to 
purchase shares of common stock at the average 


market price during the year. 
(j) Foreign currency translation: 


The accounts of the Corporation’s United States 
subsidiary are translated into Canadian dollars 
under the temporal method of accounting 
whereby monetary items are translated at 
exchange rates in effect at the balance sheet date 
and non-monetary items translated at rates of 


exchange in effect when the assets were acquired 


ae 


or obligations incurred. Revenues and expenses 
are translated at rates in effect at the time of the 
transactions. Foreign exchange gains and losses 


are included in income. 
(k) Use of estimates: 


The preparation of financial statements in 
conformity with accounting principles generally 
accepted in Canada requires management to 
make estimates and assumptions that affect the 
reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at 
the date of the financial statements and the 
reported amounts of revenue and expenses 
during the period. Actual results could differ 


from these estimates. 
(1) Comparative figures: 


Certain comparative figures have been 
reclassified to conform to the current year’s 


financial statement presentation. 


——, 


3. CHANGE IN ACCOUNTING POLICIES: 
(a) Stock-based compensation: 


In December 2003, the Corporation adopted the 
new accounting requirements for stock-based 
compensation and other stock-based payments. 
Under the new standard, the fair value of any 
stock options granted to directors, officers and 
employees is recorded as an expense over the 
vesting period with the offset recorded to 
contributed surplus. The fair value of the stock- 
based compensation is determined using the 
Black Scholes 


assumptions as disclosed in Note 8. Previously 


model and management’s 
the fair value of any stock-based compensation 
was only disclosed. As permitted under the new 
rules, the standard was applied prospectively 
with no restatement of prior periods. An entry 
for $62,425 was recorded in general and 
administrative expense and contributed surplus 


for 2003 as a result of this new standard. 
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(b) Coil tubing inventory: 


In December 2003, the Corporation changed its 
accounting policy for coil tubing strings from 
one acceptable alternative under GAAP to 
another. Previously all coil tubing strings were 
expensed when purchased with the exception of 
the first string purchased for each rig, which was 
capitalized and amortized over a 15 year period. 
Under the new accounting policy, all coil tubing 
strings are recorded into inventory when 
purchased and expensed based on the remaining 
fatigue percentage and expected remaining 
useful life. The new policy results in significantly 
better matching of costs with revenue and was 
applied retroactively with restatement of prior 
periods. An adjustment of $363,561 was made 
to reduce opening retained earnings as of 
January 1, 2002, with the 2002 net income 
increased by $294,342. 


(c) 
Standards Board approved the new Handbook 


In December 2002, the Accounting 


section 3110 “Asset Retirement Obligations”. 
The new standard focuses on the recognition 


and measurement of liabilities for obligations 
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associated with the retirement of property, plant 
and equipment when those obligations result 
from the acquisition, construction, development 
or normal operations of assets. The new 
standard is effective for financial statements 
issued for fiscal years beginning on or after 
January 1, 2004. Management does not believe 
that the implementation of this standard will 
materially impact the Corporation’s financial 


position, earnings or cash flow. 


~’ 


4; “PROPERTY, PLANT AND 


EQUIPMENT HEED FOR SALE: 


In January 2003, the Corporation announced 
that it had entered into an agreement to sell five 
well servicing rigs, plus ancillary support 
equipment, to a major customer for proceeds of 
USD $4,750,000. The sale of the rigs and 
transfer to the purchaser was completed by April 
2003. Capital assets held for sale at December 
31, 2002 represents the Corporation’s expected 
net realizable value for these assets based upon 
the exchange rate as at the balance sheet date net 


of expected disposal costs. 


2003 


Land 
Buildings 


Office and computer equipment 


___ Coiled tubing rigs and ancillary equipment 


2002 
Land 
Buildings 


Office and computer equipment 


_.. Coiled tubing rigs and ancillary equipment _ 


Accumulated Net 

Cost depreciation book value | 

$ 167,409 $ — $ 167,409 
622,577 46,587 575,990 
638,995 465,238 1735757. 
27,386,964 4,457,372 22,929,592 
$ 28,815,945 $ 4,969,197 $23,846,748 
$ 167,409 $ - §$ 167,409 
6225577 31,023 591,554 
551,805 343,008 208,797 
25,229,561 23790539 22,439,022 
$ 26,571,352 $ 3,164,570 $23,406,782 
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6. BANK OPERATING LOAN: 


The Corporation has a $3,000,000 credit facility available, bearing interest at bank’s prime rate plus 
1% (2002 - prime plus 0.5%). This facility is secured by a general security agreement with a fixed and 
floating charge on all the Corporation’s assets. At December 31, 2003, there was no amount drawn on 
this facility (2002 - $1,719,550). 


Ta OUN' GT RIM DIE Bit: 
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Reducing demand loan, bearing interest at prime plus 0.75%, repayable in equal 

monthly installments of $33,646 plus interest until maturity in December 2002. $ — $ 403,752 

July to September 2002 payments deferred - 100,935 
Reducing demand loan, bearing interest at prime plus 0.75%, repayable in equal 

monthly installments of $33,333 plus interest until maturity in September 2004. - 700,000 

July to September 2002 payments deferred - 100,000 
Term loan (formerly reducing demand loan), bearing interest at prime plus 1.25% 

(2002 - prime plus 0.75%), repayable in equal monthly installments of $32,292 

plus interest until maturity in May 2007. 1,323,956 1,800,000 

July to September 2002 payments deferred - 150,000 
Term loan (formerly reducing demand loan), bearing interest at prime plus 1.25% 

(2002 - prime plus 0.75%), repayable in equal monthly installments of $58,973 

plus interest until maturity in May 2007. 2,417,873 6,634,525 

July to December 2002 payments deferred - 750,000 
Building and land mortgage, bearing interest at the lender’s floating base rate, 

repayable in equal monthly installments of $3,000 plus interest until maturity 

in September 2016. 459,000 495,000 


" $ 3,069,649 $ = 


At December 31, 2002, the Corporation had a series of reducing demand equipment loans that had 
been drawn for the construction of coil tubing rigs. In July 2003, the Corporation renegotiated the 
terms of the demand loans with their lender and signed a new agreement. The loans were previously 
repayable in negotiated terms ranging from 24 to 48 months but were legally demand in nature. 
Accordingly, these loans were classified as current liabilities prior to July 2003 due to their demand 
nature. Under the new agreement, the loans are no longer demand in nature and only the portion of 


the loans repayable within twelve months has been classified as a current liability. 
In 2002 the Corporation negotiated the deferral of $1,100,935 in loan payments until 2003. 


Pursuant to the credit agreements, the Corporation is subject to certain restrictive covenants and the 


maintenance of financial ratios. 
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The term and reducing demand loans are secured by a general security agreement with fixed and 
floating charge on all of the Corporation’s assets with the exception of the Corporation's operations 
facility in Redcliff, Alberta. The mortgage is secured by a first registered general assignment of rents 
and a first mortgage against the operation facility’s land and buildings, which have a carrying value of 
$743,399 as of December 31, 2003 (2002 - $758,963). 


Principal payments over the next five years are as follows: 


2004 $ 1,131,180 
2005 1,131,180 
2006 1,131,180 
2007 492,289 
2008 36,000 


8. CAPITAL STOGK 
(a) Authorized: 


Unlimited number of Common Shares. 


Unlimited number of Preferred Shares, issuable in series. 


(b) Common Shares and Warrants 


issued and outstanding: 


Number of 

Number Purchase 
Balance at December 31, 2001 ST MD QVIQ7I23, S525 55672 
Issued as compensation to an officer 110,000 = 88,000 
Issued on exercise of stock options for cash interest 66,667 = 13,333 
Balance at December 31, 2002 38,853,789 2,272,728 $ 16,037,005 
Issued on exercise of stock options for cash 450,000 - 85,000 


Balance at December 31, 2003 39,303,789 —  $ 16,122,005 


Under the private placement of “Special Warrants” made on November 9, 2000, the Corporation 
issued 4,545,455 “Special Warrants” at $1.10 each for gross proceeds of $5,000,000 and net proceeds 
of $4,815,010 after finance costs. Each “Special Warrant” entitled the holder to acquire one common 
share and one half of one “Common Share Purchase Warrant” at no additional cost no later than 
November 9, 2001. Upon exercise of all “Special Warrants” in November 2001, 4,545,455 Common 
shares and 2,272,728 “Common Share Purchase Warrants” were issued. The “Common Share 
Purchase Warrants” together with $1.25 entitled the holder to acquire one Common Share. The 
“Common Share Purchase Warrants” were exercisable up to November 8, 2003. No “Common Share 


Purchase Warrants” were exercised prior to expiry on November 8, 2003. 
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(c) Stock option plan: 


At December 31, 2003, the Corporation had approval to grant up to 5,408,333 common shares under 
the stock option plan of which 1,970,300 remain available for granting (2002 - 3,220,301). A general 
condition of the plan is that one third of options granted shall vest annually on the anniversary date. 


The term of options granted does not exceed five years. 


At December 31, 2003, options were outstanding for the issue of 2,988,033 Common Shares to 
directors, officers and employees of the Corporation. The exercise price equalled the market price of 


the stock on the grant date for all options issued in 2003 and 2002. 


Changes in the number of options with their weighted average exercise price are summarized below: 


Weighted "Weighted 
Number average Number average 
of exercise of exercise 


Stock options outstanding, beginning of year 2,188,032 $ 0.62 2,238,000 $3 0:63 


Granted 1,520,000 0.41 676,700 0.80 

Exercised (450,000) 0.19 (66,667) 0.20 
Stock options outstanding, end of year ie. 2,988,033 $ 0.58 2,188,032 $ ; 0.62 
Exercisable at year-end 317,564 $9 6,0.707) 1509/3293) 0.04 


The following table summarizes information about fixed stock options outstanding at December 31, 


2003: 


teat iy ero Oe ee 
Weighted 
Average Weighted Weighted 
Range of Remaining Average Average 
Exercise Number Contractual Exercise Number Exercise 
PISS) Se ee res Oe Ca eee ee —o 
$ 0.35 - 0.50 MDS 553)9)9) Dil 0.44 soe a 0.50 
(Oo) ee 010) 316,700 Sale 0.80 105,565 0.80 


Bb ee SEU occ eg OO 
$0,359 1.27 2,988,033 DOOmE sme 058 als) 5640 070 


(d) Stock-based compensation: 


During the year the Corporation adopted the new accounting requirements for stock-based 
compensation. In accordance with the new standards, an entry for $62,425 has been recorded in 
general and administrative expense and contributed surplus which represents the fair value cost of 
issuing stock options to directors, officers and employees. The fair value of $0.31/option was derived 
using the Black Scholes model (5 year life, 104% weighted average volatility, 3.8% weighted average 


risk free rate of return). 


eyull 
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As permitted under these new rules, the 
Corporation prospectively adopted this policy 
without restatement of prior year’s financial 
statements. If the fair value method had been 
first adopted in 2002, the effect would have been 
to increase general and administrative expense 
and contributed surplus by $46,377 in 2003 
(2002 - $78,861). Net income for 2003 would 
have been $1,260,955 (2002 - $1,689,608). Basic 
and diluted net loss per share would have been 
unchanged at $0.03 (2002 - unchanged at 
$(0.04)). The fair value for stock options granted 
in 2002 was $0.49/option and was derived using 
the Black Scholes model (5 year life, 70% 


volatility, 4.5% risk free rate of return). 


In 2002, an officer of the Corporation was paid 
in stock rather than cash. The stock was issued 
by the Corporation at the outset of each year, 
held in escrow, and released to the officer 
throughout the year. The stock was capitalized at 
market value at the time it was issued. 
Compensation expense was recorded monthly 
based upon the issued value of the shares 
released. In 2002 the Corporation issued and 
released to the officer 110,000 shares capitalized 
at $0.80 per share. As at December 31, 2002, 
there were no shares remaining in escrow for the 


officer. 
(e) Earnings per share: 


Earnings per Common Share is calculated using 
the weighted average number of Common 
Shares outstanding during the year. The 
weighted average number of Class A Common 
Shares outstanding for the year ended December 
31, 2003 and 2002 are as follows: 
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Weighted average number 
of common shares 
outstanding during the 
year — basic 39,156,392 38,845,058 
Weighted average number 

of common shares 

outstanding during the 


year — diluted 39,313,942 38,791,862 


For the year ended December 31, 2003, 
4,025,683 (2002 - 2,950,408) options and 
warrants were excluded from the calculation of 
diluted weighted average number of shares, as 


the effect was anti-dilutive. 


No adjustments were required to reported 
earnings in computing diluted per share 


amounts. 
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9. INCOME TAXES: 


The provision for income taxes differs from the 
amount obtained by applying the combined 
Federal and Provincial income tax rates before 
income taxes. The difference relates to the 


following items: 


er Ee ee BU 
Statutory income tax rate 36.7% 39.2% 
Expected income tax $ 816,000 $ (692,000) 
Changes resulting from: 
Reduction in enacted 
tax rates (64,000) (225,000) 
Large corporations tax 60,000 88,000 
Non-deductible items 44,000 74,000 
Income taxed in jurisdictions 
with higher tax rates 2,000 21,000 
Impairment of goodwill - 565,000 
Allowable deduction for tax = (115,000) 
Future tax valuation 
$ 916,000 $ (155,000) 
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The components of the net future income tax 


liability at December 31 are as follows: 


i os ee 
Future income tax assets: 
Share issue costs $ 46,808 $ 99,307 
Future income tax liabilities: 
Capital assets (3,271,648) (2,671,969) 
eee aie Ost 117,958) 00.469) 


$(3,242,798) $(2,599,131) 


The Corporation has undepreciated capital cost 
allowance pools amounting to approximately 
$14,348,000 at December 31, 2003 (2002 - 
$23,741,000). The 


maximum capital cost allowance amounting to 


Corporation claimed 
approximately $4,627,000 for the year ended, 
December 31, 2003 (2002 - $5,999,000). 
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HO RELATED PARTY TRANSACTIONS: 


During the year the Corporation paid consulting 
fees of $18,168 (2002 - nil) to a shareholder who 
is also a director and purchased operating 
supplies of $81,884 (2002 - nil) from a company 
owned by an immediate family member of a 
shareholder who is also a director. At December 
31 2003), $21,050 (2002 =| nil) 


outstanding accounts payable. 


remains 
These 


transactions are recorded at their exchange 


in 


amounts. 


A shareholder who is also a director had a non- 
interest bearing and unsecured note for $60,000 
that was forgiven by the Corporation on 
February 4, 2002. 


3).3) 
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The Corporation has annual commitments 
under operating leases for vehicles and office 


premises as follows: 


Year ending December 31 Total 

2004 $ 208,599 

2005 128,345 

2006 16,660 
— 

12. HOUSTON OFFICE CLOSURE: 


On October 1, 2002, the Corporation announced 
the closing of the Houston, Texas based sales and 
administration office. The financial statements 
for the year ended December 31, 2002, recognize 
$328,194 in expenses related to exiting the 
Corporation’s United States based sales and 
administration activities. These activities have 
been centralized in Canada and sales are now 
conducted from The Corporation’s Calgary head 
office. A total of four United States sales and 
administrative staff were laid off and the 
Houston office was closed immediately. All 
actions to finalize the closure were completed by 
October 31, 2002. Closing expenses consisted 
primarily of employee severance and vacation 
payouts - $282,000, office lease buyout - $22,000 
and legal fees - $8,500. No further actions or 


expenses are expected. 
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13. FINANCIAL INSTRUMENTS: 


(a) Credit risk and economic dependence: 


Virtually all of the accounts receivable are with 
customers in the petroleum and natural gas 
industry and are subject to normal industry 
credit risk. Customers are subject to an internal 
credit review to minimize the risk of non- 
31, 2003, the 


Corporation has recorded an allowance for 


payment. As at December 
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doubtful accounts of $158,079, which is offset 


against accounts receivable. 


The Corporation has a significant exposure to 
two major customers. One customer is a 
medium-sized private well services company for 
whom work is currently performed only in 
Canada. The customer was the subject of an 
internal credit review. For the year ended 
December 31, 2003, 43% or $8,166,436 (2002 - 
17% or $3,752,243) of the Corporation’s 
revenue was derived from this customer. As at 
December 31, 2003, $1,847,009 (2002 - 
$1,640,553) of the Corporation’s accounts 
receivable included amounts outstanding from 
this customer. The Corporation has a long-term 
supply contract with the customer. The second 
customer is a major international energy 
corporation for whom work is performed in 
both Canada and the United States. For the year 
ended December 31, 2003, 29% or $5,472,337 
(2002, = 57% $12,735;931)5 Of the 
Corporation’s revenue was received from this 
customer. As at December 31, 2003, $585,694 
(2002 - $1,648,378) of the Corporation’s 


accounts 


or 


receivable included amounts 


outstanding from this customer. 
(b) Interest rate risk: 


The Corporation is not exposed to interest rate 
price risk as all long-term debt has floating 
interest rate terms. However, the floating interest 
rate terms do give rise interest rate cash flow risk 
as the interest payments are recalculated as the 
market rates change. The interest rate premium 
above the floating market interest rate (currently 
1% for the operating line of credit and 1.25% for 
the term loans) will be reviewed by the lender 
upon receipt of the December 31, 2003 audited 
consolidated financial statements. The interest 
rate cash flow risk is partially mitigated by the 
Corporation’s cash equivalents balance, which 
includes investments in term deposits that 


mature in three months or less. 
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(c) Fair values: 


The fair values of accounts receivable and 
accounts payable approximate their carrying 
values due to their short-term nature. The fair 
value of the long-term debt approximates its 
carrying value due to the floating interest rate 


terms. 
(d) Foreign exchange risk: 


The Corporation’s subsidiary, Technicoil USA 


Corporation, earned revenue, incurred 
expenses, recorded accounts receivable and 
accounts payable in U.S. dollars and was 
therefore exposed to currency risk. The 
Corporation has no program in place for 
The 


Corporation’s exposure to foreign currency risk 


hedging foreign currency risk. 
has been reduced significantly now that it no 


longer operates in the U.S. 
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iM. SUBSEQUENT EVENTS: 


On February 17, 2004, the Corporation 
announced that it has renewed an operating 
agreement with Calfrac Well Services Ltd. to 
provide them with coil fracturing rigs on a first- 
call basis. The agreement, which has an initial 
three-year term, can be renewed on or before the 
second anniversary for an additional year and 
annually thereafter for additional one-year 
terms. The agreement also gives Calfrac the 
option to acquire up to three coil fracturing rigs 
at pre-agreed prices upon the occurrence of a 
change of control arising from the acquisition of 
the Corporation’s stock by certain designated 
parties. In addition, the agreement provides the 
Corporation with the option at competitive 
terms to build or acquire ownership, lease or 
other similar rights to additional coiled 
fracturing rig or rigs or equipment that Calfrac 
may require. This agreement replaces the 
previous operating agreement that was signed 
with Calfrac in April 2003. 
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15. SEGMENTED INFORMATION: 


Revenue 
Expenses: 
Operating 
General and administrative 


Bad debt expense 


Houston office closure costs 


EBITDA 


Non-operating costs 


Net loss 


Property, plant and equipment: 
Rigs and equipment 


Shared assets 


Year ended December 31, 2003 


Servicing 


14,380,261 


7,727,778 
927,378 


4,278,838 


4,152,693 
252,185 
73,744 


18,659,099 


11,880,471 
1,179,563 
73,744 


5,725,105 (1995784) ea 552 5,521 


9,661,041 


12,945,321 


1,307,332 


22,606,362 


23,846,748 


Year ended December 31, 2002 


Servicing 


17,489,956 


9,830,139 
2,054,624 


eee 
5,363,692 
Piciente OSE AIM rate ret Be Sr: 


15,518,444 


Se 


5,072,594 22,562,550 


5,714,302 15,544,441 
555,089 2,609,713 
84,335 84,335 
cone 2093 28,194 
(1,367,825) 3,995,867 
_22606,614 
(1,610,747) 


14,054,030 29,572,474 
ES 
30,850,382 


The Corporation operates in two areas in the oil and gas service industry - well fracturing (servicing) 


and drilling. In prior years segmented information was provided on a geographic basis between 


Canada and the United States. In 2002, the Corporation closed its United States sales and 


administrative office and increased the amount of equipment and efforts towards the Canadian 


operations. The prior year comparative information has been restated on a basis consistent with the 


current year information. The same accounting procedures and policies are applied to the well 


fracturing and drilling segments. 
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